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President Vicente Fox's administration has sent Congress an austere budget of 1.5 trillion pesos (US
$145.2 billion) for 2003. The proposed budget is only slightly higher than the 1.361 trillion pesos (US
$131.7 billion) approved for 2001 and the 1.45 trillion pesos (US$140 billion) for 2002 (see SourceMex,
2001-01-10 and 2002-01-16). The Secretaria de Hacienda y Credito Publico (SHCP), which prepared
the budget proposal, said the plan assumes GDP growth of only 3% and an average oil-export price
of US$17 per barrel during 2003. The final figures are adjusted for a projected annual inflation rate of
3%, the SHCP said.
The administration has also targeted the public deficit at only 0.5% of GDP, compared with an
expected deficit of 0.65% in 2002. Fox's budget proposal was immediately dismissed by legislators
from the center-left Partido de la Revolucion Democratica (PRD) and the former governing
Partido Revolucionario Institucional (PRI), who accused the president of allocating insufficient
funds for health, education, agriculture, and social-assistance programs. "This is an absurd and
disproportionate budget," said PRI Deputy Oscar Levin Coppel, who chairs the finance committee
(Comision de Hacienda) in the Chamber of Deputies.

Opposition legislators promise "major surgery" on budget
Fox acknowledged that the budget he sent would probably undergo some changes in Congress.
"We hope to engage in a productive dialogue and exchange of ideas that will allow us to develop
a budget that best meets the needs of our country," the president told reporters. PRI and PRD
legislators promised to perform "major surgery" on the budget to boost expenditures in key areas.
A preliminary proposal floated by legislators of the two parties would reduce funds for the bankrescue agency (Instituto de Proteccion al Ahorro Bancario, IPAB) and increase money to the
Programa de Apoyo al Fortalecimiento de las Entidades Federativas (PAFEF), which allocates funds
to state governments. Legislators are considering a 10% reduction in IPAB funding. "Bankers and
the executive will have to understand that there are other priorities in our country," said PRD
Deputy Jose Antonio Magallanes.
But IPAB may not create the most pressure on the federal budget, since this is only a small portion
of the government's total domestic debt of 2.6 trillion pesos (US$251 billion) as of September. A
recent report from the SHCP said IPAB debt has declined to 693 billion pesos (US$67 billion),
about 11.35% of GDP, in the past nine months. The debt includes money devoted to long-term
infrastructure projects (Proyectos de Infraestructura de Largo Plazo, Pidiregas) and the rescue of
highway projects and domestic development banks.
Additionally, the government is expected to spend as much as 42.9 billion pesos (US$4.15 billion)
to shut down the failed state-owned Banco Nacional de Credito Rural (BANRURAL). These
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expenditures include writing off bad loans. "This will have an effect on the 2002 fiscal deficit,"
said Andres Conesa, planning director at the SHCP. The decision to boost funds for the PAPEF is
partly the result of heavy lobbying from the Confederacion Nacional de Gobernadores (CONAGO),
comprising state executives affiliated with the PRI and the PRD. CONAGO has been pressuring Fox
to restore funds that the president cut during the 2002 budget (see SourceMex, 2002-10-23).
In addition, CONAGO is demanding a greater voice in the decision-making process for the
2003 budget and has strong support from PRD and PRI legislators. In contrast to the CONAGO
position, governors affiliated with Fox's center-right Partido Accion Nacional (PAN) agree that
state governments need more money, but they argue an increase in PAPEF is not essential if states
are given the mechanisms to collect their own funds. In a joint statement, the nine PAN governors
proposed that they be allowed to collect taxes on gasoline and other items and create other funddevelopment tools like a lottery to boost their coffers.

Spending limited for agriculture, public works, safety
Agriculture organizations have raised concerns about the limited funds proposed by the president
for farm programs. Organizations like the Congreso Agrario Permanente (CAP), the Confederacion
Nacional Campesina (CNC), and the debtors-rights group El Barzon warn that the president risks
"social chaos" if the agriculture sector remains neglected. Fox proposed a budget of 33.95 billion
pesos (US$3.28 billion) for the agriculture sector, which critics say is especially insufficient in 2003,
when many US agriculture products will be allowed to enter Mexico tariff-free under the North
American Free Trade Agreement (NAFTA).
The president developed a program to protect agricultural producers against the imports, but
he has devoted little money to the plan. CNC president Heladio Ramirez said Fox's "agricultural
armor" program will not work without adequate funding. "We think that this opening will have
a direct impact on 3.5 million campesinos," said Ramirez. There are also concerns about the Fox
administration's proposal to cut back on public-works projects.
Administration officials acknowledge that direct government spending on capital projects will be
limited, but this will be offset by increased participation from private investors. "We are going to see
important growth in public investment," Finance Secretary Francisco Gil Diaz told reporters. "The
budget increase is not high, but we are planning major private-public partnerships both in the staterun oil company PEMEX and the Comision Federal de Electricidad (CFE)." Another concern about
Fox's budget is the proposal to limit funding for public-safety programs.
The president has proposed no increase in funds for the Procuraduria General de la Republica
(PGR) and the Secretaria de Seguridad Publica (SSP) and has recommended a 21.6% reduction
in the Fondo de Aportaciones para Seguridad Publica, which provides crime-fighting funds for
local and state governments. PRD and PRI legislators are expected to push for a clause in the 2003
budget that will place severe restrictions on the president's ability to cut the budget and to require
that all allocated funds be spent. In his first two full years in office, Fox has been severely criticized
for implementing austerity programs that prevented many government ministries from spending
all allocated funds. "We want to reduce the president's control over spending," said PRI Deputy
Eduardo Andrade.
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But legislators are also expected to work with a budget model drafted by the think tanks of the three
major parties and the Universidad Nacional Autonoma de Mexico (UNAM). This budget model was
presented by UNAM rector Juan Ramon de la Fuente to Interior Secretary Santiago Creel and to
legislative leaders of the PRI, PRD, and PAN. The plan developed by the PRI's Fundacion Colosio,
the PAN's Fundacion Rafael Preciado, and the PRD's Instituto de Estudios para la Revolucion
Democratica essentially urges the federal government to meet its obligations to provide society
with such basic necessities as education, health, safety, and employment. The document proposes
changes in criteria for spending, revenues, and public debt.

Low tax collections continue to hinder government
Among other things, the plan proposes a significant increase in the federal budget, which would be
funded through increased tax revenues. Tax collections would be increased through a simpler tax
code and by closing loopholes that allow widespread tax evasion in Mexico. Some administration
officials and PAN legislators have hinted again this year that they would push for an increase in
the value-added tax (impuesto al valor agregado, IVA). But any proposed increase in the IVA will
not succeed because of strong opposition from the PRD and PRI. Fox's budget plan does include a
proposal to boost taxes on gasoline, soft drinks, and bottled mineral water. But opposition legislators
argue that the president should not focus so much on raising taxes but on improving the rate of
collection.
A major problem for the Fox administration is that the government has yet to institute an effective
tax-collection plan, despite promises by the president and by his predecessor former President
Ernesto Zedillo to crack down on tax evasion. Mexico has one of the lowest tax-collection rates
in Latin America, estimated at 10.5% of GDP. A recent report published by the SHCP said the
government's tax revenues for the first nine months of the year were about 54.66 billion pesos
(US$5.29 billion) below target. The biggest gap was in the impuesto sobre la renta (ISR), a type of
income tax. ISR collections fell about 32.8 billion pesos (US$3.17 billion) below target in JanuarySeptember.

Budget continues to rely heavily on oil-export revenues
Another problem with the budget is the continued heavy reliance on oil-export revenues. Oil prices
were stronger than expected in 2002, allowing the government a budget surplus of 13.3 billion pesos
(US$1.28 billion) in January-September, which is twice the figure reported in the first nine months
of 2001. Oil prices are expected to continue to be propped up in the near future by the threat of a
US war with Iraq. Mexico expects international prices to remain high next year and has targeted an
increase of 10.7% in exports during 2003 to a record-high 1.86 million barrels per day.
The Fox administration developed the 2003 budget on the assumption that revenues from oil exports
and domestic gasoline taxes would increase by 5.2% relative to 2002. The PRI has gone a step further,
urging that the 2003 budget assume an average oil price of US$18.50 per barrel instead of the US
$17 proposed by Fox. The higher oil prices, along with a modest tax increase on certain goods and
services, would provide the government with the necessary funds to boost expenditures for health,
education, agriculture, and other social programs, the PRI said in its alternative budget for 2003,
presented in mid-November.
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Some analysts suggest the Mexican government continues to employ a risky strategy by depending
so much on oil-export revenues. One concern is that the strong international prices could plummet
later in the year if tensions with Iraq ease. "The oil-export element is, as always, highly volatile and
unpredictable, with the risk that the end of tensions in the US-Iraq standoff could cause world oil
prices to fall or even plummet, thus forcing the government to make major budget cuts, as it had
to do in 1999 and 2000," said energy-industry analyst David Shields, who writes a column in the
Mexico City English-language newspaper The News.
Another factor that could come into play is the willingness of Congress to enact tax reforms that
would reduce the amount of taxes that PEMEX sends to the Mexican Treasury. PEMEX is expected
to pay about 300 billion pesos (US$29 billion) in taxes to the federal government this year, an
increase of 8% from 2001. Under a plan promoted by PEMEX director Raul Munoz Leos, the staterun oil company would be allowed to keep a larger share of its revenues to invest in capital projects,
but would also receive a smaller budget. "All the excess income goes into public coffers. We don't
even see it, we just see the numbers," said Munoz Leos.
Business organizations have also joined the debate on the budget, urging the Fox administration not
to succumb to pressures to boost spending significantly. One organization, the Consejo Coordinador
Empresarial (CCE), blamed the recent economic crisis in Argentina on excessive government
spending. "Hopefully our politicians will learn from what happened in that country and not make
the same mistakes, especially with respect to fiscal responsibility," said CCE president Hector
Rangel Domene.
Some key legislators in Fox's pro-business PAN support the position of the CCE and other
organizations. "The budget seeks to be realistic and not to spend more than the revenues we are
going to have," said PAN Deputy Luis Pazos, who chairs the budget committee (Comision de
Presupuesto) in the lower house. "It's better to take the cuts now than have a higher budget deficit
that translates into more pressure in financial markets." Pazos said the austere budget also aims
to keep Mexico attractive for foreign investors. "The budget will send a good signal that we are
controlling the fiscal deficit," Pazos told reporters. "It means lower inflation, lower interest rates,
and lower expense for the government."
But legislators from the PRD and PRI, along with some PAN dissenters, argue that the need to
attract investment must be balanced with the government's responsibility to society. Deputies from
the three parties said they would work to draft a budget that both promotes economic and social
development and also retains the confidence of foreign investors. "[Foreign investors] should be
reassured that they are not being targeted," said Deputy Rafael Rodriguez Barrera, coordinator
of the PRI delegation in the lower house. [Note: Peso-dollar conversions in this article are based
on the Interbank rate in effect on Nov. 13, reported at 10.33 pesos per US$1.00] (Sources: Spanish
news service EFE, 10/16/02, 10/21/02, 10/22/02; The Dallas Morning News, 11/06/02; Notimex,
10/08/02, 11/03/02, 11/11/02; Reuters, 10/09/02, 10/16/02, 11/11/02, 11/12/02; Agencia de noticias
Proceso, 11/01/02, 11/12/02; Bloomberg news service, 11/05/02, 11/12/02; El Universal, 10/09/02,
10/11/02, 11/05-08/02, 11/12/02, 11/13/02; El Financiero, 10/09/02, 10/17/02, 11/04-08/02, 11/11-13/02;
Novedades, 10/09/02, 10/17/02, 11/05-07, 11/12/02, 11/13/02; Unomasuno, 10/09/02, 11/05/02, 11/07/02,
11/08/02, 11/11-13/02; La Cronica de Hoy, 10/11/02, 11/04-08/02, 11/12/02, 11/13/02; Milenio Diario,
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10/14/02, 10/18/02, 11/05-08/02, 11/11-13/02; La Jornada, 10/16/02, 11/04-08/02, 11/13/02; The News,
10/17/02, 10/23/02, 11/05-08/02, 11/12/02, 11/13/02; Reforma, 10/18/02, 11/04/02, 11/06-08/02, 11/12/02,
11/13/02)

-- End --
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